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CORRUPTION IN RUSSIA AND RECENT U.S.
POLICY

THURSDAY, SEPTEMBER 23, 1999

U.S. SENATE,
COMMITTEE ON FOREIGN RELATIONS,
Washington, DC.

The committee met, pursuant to notice, at 3:36 p.m., in room
SD-419, Dirksen Senate Office Building, the Hon. Jesse Helms
(chairman of the committee) presiding.

Present: Senators Helms, Hagel, Smith, Biden, Kerry and
Wellstone.

The CHAIRMAN. The meeting will come to order.

I have been instructed by the distinguished Senator from Dela-
ware, Mr. Biden, the ranking Democrat on the committee, to pro-
ceed. He is on his way. Like all the rest of us, he has a busy sched-
ule.

The subject of today’s hearing, as is well known, and | am glad
to see so many people here today, is corruption in Russia and re-
cent revelations about the diversion of billions of U.S. taxpayers’
dollars into the pockets of corrupt Russian officials.

Now, the committee’s purpose is to examine if the Clinton-Gore
administration contributed to this problem, and if so, how so, and
also whether the administration was aware of this corruption, but
chose to ignore it.

We are pleased to have Deputy Secretary of State Strobe Talbott
with us to discuss the administration’s position, following which we
will hear from a distinguished group of former officials of the State
Department, CIA, and FBI, as well as a noted scholar.

Now, let me stress at the outset, our purpose today is not to de-
bate the wisdom of supporting or engaging Russia. We are here to
discuss how the administration managed or mismanaged the
United States’ relationship with the Russian Government, and spe-
cifically what happened to the $5.2 billion in grants and $12.8 bil-
lion in loans that were entrusted to the U.S. Government by the
American taxpayers to support our Russian policies.

Now, the administration’'s defenders have argued that, yes, the
United States’ aid was stolen, but they say that was a small price
to pay for the nuclear stability our assistance had bought. Now,
these defenders and their logic, it seems to me, lean on a weak
reed, to say the least.

A program for deconstructing and preventing the proliferation of
Russian nuclear weapons accounts for a mere eight percent of the
U.S. assistance to Russia. Now, our purpose today is to try to de-
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termine what happened to the rest of that money, which was sup-
posed to facilitate Russian reform.

I confess deep concern that the policies pursued by the President
and Mr. Gore, through the so-called Gore-Chernomyrdin Commis-
sion, may have abetted corruption in Russia.

It has been widely reported that in 1995 the CIA sent a memo-
randum to the Vice President discussing corruption in the Russian
Government, and warning that foreign aid funds were being di-
verted into the pockets of Russian officials, and the Vice President
is said to have sent the memo back with a scatological epithet
scrawled across it. Emblematic of the administration’s policy, ap-
parently he did not want to know.

Just last week the Washington Post reported that the First
Lady’s two brothers were involved in a nut-growing venture with
a crooked Georgian warlord, whose goal is to overthrow our friend
and ally, President Eduard Shevardnadze.

Worse still, the Rodham brothers’ partner in this venture was a
man named Gregory Loutchansky, and we'll hear about him later
today, a known organized crime figure, involved in the smuggling
of nuclear materials.

Now, the question is inevitable, why would the Rodhams do busi-
ness with a thug like Loutchansky? The better question, | guess,
is: Why wouldn't they? After all, Loutchansky was invited to attend
a 1995 fund-raiser, you know where, and he had his picture taken
with the President in 1993, and | guess that's the one over there.

Loutchansky was invited to that fund-raiser the same year the
President went to Moscow and called for, quote, “an all-out battle
to create a market based on law, not lawlessness.” Uttering that
worthy phrase, while simultaneously consorting with a corrupt fig-
ure like Loutchansky, surely sends the wrong signal to President
Yeltsin and Russian leaders of today. How can the United States
ask Russian Government officials not to consort with such crimi-
nals at home when our own President and Vice President appear
to have done so?

I hope our witnesses today will address why the administration
has failed to make a priority out of ending the theft of U.S. aid,
and of excising corruption from the highest levels of the Russian
Government.

The administration’s defense has been a declaration that the al-
ternative to looking the other way was to abandon our policy of en-
gagement with Russia. | contend that the opposite is true. By not
pressuring Russia’s leaders to expunge corruption, the United
States has led the Russian people to lose faith in market economics
and democracy.

It is patently dishonest to suggest that the only policy choice is
between forsaking engagement and giving Russian kleptocrats a
carte blanche to pick the American taxpayers’ wallets.

It is my hope that this hearing, and one next week, will provide
new thinking about ways the United States can help the Russian
people get rid of irresponsible leaders who are stealing from us and
them.

I would like to welcome in the audience today a delegation from
the Russian Parliament, led by Alexander Kulikov, conducting
their own investigation on the corruption in Russia.
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Gentlemen, | want you to know wherever you are seated that I
look forward to cooperating with you to get to the heart of this
matter.

I will tell you what | am going to do, Mr. Talbott. We will give
Joe Biden the alternatives of making his opening statement when
he gets here or after you have completed, if that is all right.

Secretary TALBOTT. As you wish, Mr. Chairman.

The CHAIRMAN. | wish you would let me recognize your lovely
wife, if she would just wave at us.

Thank you very much.

You may proceed, sir.

STATEMENT OF HON. STROBE TALBOTT, DEPUTY SECRETARY
OF STATE, DEPARTMENT OF STATE

Secretary TALBOTT. Thank you, Mr. Chairman. If it is all right,
Mr. Chairman, in order to leave maximum time for our discussion,
I will submit the full statement for the record, and offer some com-
pressed opening remarks here.

The CHAIRMAN. Very well.

Secretary TALBOTT. | welcome the opportunity to discuss with
the committee not only developments in Russia, but U.S. policy to-
ward Russia. Mr. Chairman, | think you have chosen a very good
time for this hearing.

Russia is much on our minds these days, and rightly so. Sec-
retary Albright has spent this week up at the United Nations, and
she has heard repeatedly from our friends and allies around the
world that Russia is much on their minds, too.

You referred in your opening remarks to President Shevardnadze
of Georgia. | left a meeting at the White House between President
Shevardnadze and President Clinton, and | can assure you that the
general subject that we are discussing today is much on President
Shevardnadze’'s mind.

All of our friends, and allies, and partners around the world are
counting on us, very much including the executive and legislative
branches of the U.S. Government working together, to manage this
relationship with skill, foresight, and clarity of purpose.

Now, Mr. Chairman, not for the first time, and not for the last,
the Russian people are undergoing what many of them call the
time of troubles. Those troubles pose a complex set of challenges
to American, foreign, and national security policy.

Now, as you point out, the trouble that has received the most at-
tention of late Is a state of allegations and revelations about large-
scale financial malfeasance, including charges of money laundering
through American banks.

The challenge to us is three-fold. First, to ensure that we are en-
forcing our own laws and protecting Americans from international
organized crime; second, to ensure that we are doing everything we
can to protect the integrity and effectiveness of our bilateral and
international assistance programs; and third, to intensify our sup-
portive and cooperative work with those Russians who realize, as
Foreign Minister Ivanov stressed in New York when he met with
Secretary Albright on Monday, and with President Clinton yester-
day, that their country and their people are suffering from rampant
crime and corruption, and that we must continue to work with
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those in Russia who are committed to fighting back against that
scourge.

Now, Russia has other troubles, too, continued fighting, which
has intensified today, we understand, between insurgents and Rus-
sian troops in the North Caucasus, claiming hundreds of lives. Ter-
rorist bombings in Moscow and two other cities in Russia have ex-
ceeded the death toll of Oklahoma City and the World Trade Cen-
ter combined.

Like crime and corruption, terrorism is not just a Russian prob-
lem, it is a global one, and like crime and corruption, it will not
prove susceptible to just a Russian solution. On both issues, the
Government of Russia has sought help from us and from others.

One of the several issues that we and the executive branch are
discussing in our current consultations with the Congress, includ-
ing, | hope, in this hearing today, is the terms of our ability to pro-
vide that help and the strategic goals that our support for Russian
reform is meant to serve.

Let me, before going to your questions, and those of your col-
leagues, suggest an overall context for that discussion. First and
foremost, our policy must advance the national security of the
United States, both in the short term and the long term.

The test that we must apply day in and day out, year in and year
out, from one administration to the next, is whether the American
people are safer as a result of our policy. This administration’s
Russian policy needs that test. When we came into office, there
were roughly 10,000 intercontinental nuclear weapons in four
states of the former Soviet Union; most were aimed at the United
States. Today, there are about half that many, some 5,000. They're
only in Russia, and none are targeted against us.

We are discussing significant further reductions in overall num-
bers, and further steps to diminish the nuclear threat in all of its
aspects.

Mr. Chairman, would you like me to pause so that Senator Biden
can deliver his opening statement, or shall | continue?

Senator BIDEN. No. Please continue, Mr. Secretary.

Thank you, Mr. Chairman.

Secretary TALBOTT. The issue of controlling nuclear weapons and
reducing the threat to the United States is one of several issues of
vital importance to the U.S. that Secretary Albright and Minister
lvanov grappled with this week, along, by the way, with the sub-
jects of peace in the Middle East, in the Balkans, and in the Cau-
cuses.

My point, Mr. Chairman, is simply this: Corruption is an impor-
tant issue that we are taking very seriously, but as we probe its
cause, and as we refine our response, we must keep in mind that
it is part of a much larger process under way in a vast and complex
country, a country whose nature is a state and whose role in the
world will have a lot to do with what sort of twenty-first century
awaits us.

For a decade now, Russia has been undergoing an extraordinary
transformation. In fact, it has been undergoing three trans-
formations in one, from a dictatorship to an open society, from a
command economy to a market, and from a totalitarian empire and
ideological rival toward becoming what many Russians call, and as-



5

pire to as, a normal, modern state, integrated into the international
community of which we are a part.

We have been helping to keep that process going. Just as one ex-
ample, the FREEDOM Support Act, another program supported by
the Congress, has helped Russia make dramatic improvements in
the protection of human rights and religious freedoms.

All of us are realistic about the difficulties. Russia’s trans-
formation has encountered plenty of obstacles, none greater and
more challenging than the crucial need to create the laws and insti-
tutions that are necessary for fighting crime and corruption in an
open society and a market economy. Still, the transformation con-
tinues, and so must our commitment to stay engaged.

I am gratified, Mr. Chairman, to hear you say that there is really
no debate about whether to stay engaged, the question is how, to
what end, and with what rules and standards.

While there are no easy answers, and no quick answers to what
ails the Russia body politic today, there is one overarching prin-
ciple that is fundamental to creating the forces for change that will
drive the scourge of corruption out of Russian society, and that is
democracy. | think it is particularly appropriate, Mr. Chairman,
that our proceedings today should include the participation of a
delegation of parliamentarians from Russia.

When | was in Moscow two weeks ago, | was struck yet again,
as | so often am, by the preoccupation of virtually everyone I met
with the upcoming parliamentary and Presidential elections. For
the first time in their history, Russian citizens are now voters.
They can register their grievances, express their aspirations
through the ballot box, or for that matter, on a soap box.

Their grievances prominently include disgust with corruption.
Their aspirations prominently include good governance, honest gov-
ernance. If they and the leaders they choose can stay on the course
of constitutional rule and electoral democracy, not only will Rus-
sia’s own people be better off, but so will we.

That is the hard-headed essence of why we must continue to sup-
port them in coping with the difficulties they face, notably includ-
ing those that are in the headlines today. That is also why Russia’s
current problems with crime and corruption are different from the
corruption that was so entrenched under Soviet communism.

Indeed, one way to look at today’s troubles in Russia is part of
a legacy of an evil past, and as a result of the incomplete, but ongo-
ing transition to a better future. The solution to those troubles is
for them to keep moving forward and for us to support them as
they do.

For our policy of engagement with Russia to be effective, they
must have the backing of the American people and, of course, of
this body, and it is very much in that spirit that I look forward to
our discussion today. Thank you.

[The prepared statement of Secretary Talbott follows:]

PREPARED STATEMENT OF HON. STROBE TALBOTT

RUSSIAI ITS CURRENT TROUBLES AND ITS ON-GOING TRANSFORMATION

Thank you, Mr. Chairman. I welcome the opportunity to discuss with the Com-
mittee developments in Russia and U.S. policy toward that country. You have cho-
sen a good time for this hearing. Russia is much on our minds these days, and right-
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ly so. Secretary Albright is at the United Nations this week, and she has heard re-
peatedly from our friends and allies around the world that Russia is much on their
minds too. They are counting on us to manage U.S.-Russian relations with skill,
foresight and clarity of purpose.

Not for the first time and not for the last, Russia is undergoing a time of troubles.
Those troubles pose a complex set of challenges to American foreign and national
security policy.

The trouble that has received the most attention of late is a spate of allegations
and revelations about large-scale financial malfeasance, including charges of money-
laundering through American banks. The challenge to us is threefold: first, to en-
sure that we are enforcing our own laws and protecting Americans from inter-
national organized crime; second, to ensure that we are doing everything we can to
protect the integrity and effectiveness of our bilateral and international assistance
programs; third, to intensify our work supportively and cooperatively with those
Russians who realize—as Foreign Minister Ivanov stressed in New York when he
met with Secretary Albright on Monday—that their country and their people are
suffering from rampant crime and corruption, and who are therefore committed to
fighting back against that scourge.

Russia has other troubles too. Continued fighting between insurgents and Russian
troops in the North Caucasus is claiming hundreds of lives. Terrorist bombings in
Moscow and two other cities have exceeded the death toll of Oklahoma City and the
World Trade Center combined.

Like crime-and-corruption, terrorism is not just a Russian problem—it's a global
one; and like crime-and-corruption, it won't prove susceptible to just a Russian solu-
tion. On both issues, the Government of Russia has sought help from us and from
others. One of the several issues we in the Executive Branch are discussing in our
current consultations with the Congress—including this hearing today, Mr. Chair-
man—is the terms of our ability to provide that help and the strategic goals that
our support for Russian reform is meant to serve.

_Let me, before going to your questions, suggest an overall context for that discus-
sion:

First and foremost, our policy must advance the national-security interest of the
United States—both in the short-term and the long-term. The test we must apply—
day in and day out, year in and year out, from one Administration to the next—
is whether the American people are safer as a result of our policy. This Administra-
tion’s Russia policy meets that test. When we came into office, there were roughly
10,000 intercontinental nuclear weapons in four states of the former Soviet Union;
most were aimed at the United States. Today, there are about half as many—some
5,000; they're only in Russia; none are targeted at us; and we're discussing signifi-
cant further reductions in overall numbers and further steps to diminish the nuclear
threat in all its aspects. That's one of several issues of vital importance to the U.S.
that Secretary Albright and Minister Ivanov grappled with earlier this week, along
with peace in the Middle East, in the Balkans, in the Gulf—and in the Caucasus.

My point, Mr. Chairman, is simply this: corruption is an important issue that we
are taking very seriously, but as we probe its cause and as we refine our response,
we must keep in mind that it is part of much larger process under way in a vast
and complex country—a country whose nature as a state and whose role in the
world will have a lot to do with what sort of 21st century awaits us.

For a decade now, Russia has been undergoing an unprecedented transformation.
In fact, it is undergoing three transformations in one: from a dictatorship to an open
society; from a command economy to a market; and from an totalitarian empire and
ideological rival toward becoming what many Russians call—and aspire to as—a
“normal, modern state,” integrated into the international community of which we
are a part.

We've been helping keep that process going. Just as one example, the FREEDOM
Support Act and other programs have helped Russia make dramatic improvements
in the protection of human rights and religious freedoms.

All of us are realistic about the difficulties. Russia’s transformation has encoun-
tered plenty of obstacles, none greater and more challenging than the crucial need
to create the laws and institutions that are integral to fighting crime-and-corruption
in an open society and market economy. Still, the transformation continues, and so
does our commitment to stay engaged. And while there are no easy answers and
no quick answers to what ails the Russian body politic today, there is one over-
arching principle that is fundamental to creating the forces for change that will
drive the scourge of corruption out of Russian society, and that is democracy. When
I was in Moscow two weeks ago, | was struck, yet again, by the preoccupation of
virtually everyone | met with the upcoming parliamentary and presidential elec-
tions. For the first time in their history, Russian citizens are now voters; they can
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register their grievances and express their aspirations through the ballot box—or,
for that matter, on a soap box. Their grievances prominently include disgust with
corruption; their aspirations prominently include good governance.

If they and the leaders they choose can stay on the course of constitutional rule
and electoral democracy, not only will Russia’s own people be better off, but so will
our own. That's the hard-headed essence of why we must continue to support them
in coping with the difficulties they face, notably including those that are in the
headlines today. That's also why Russia’s current problems with crime and corrup-
tion are different from the corruption so entrenched in Soviet communism. Indeed,
today’'s problems are a result of an incomplete transition to democracy and market
reform. The solution to today’s problem is to keep moving forward to realize the full
promise of the transformation Russia has begun.

Since the Cold War ended, the United States has, as Secretary Albright pointed
out in her speech last week in her speech before the Carnegie Endowment for Inter-
national Peace, pursued two basic goals in our relations with Russia. The first is
to increase our security by reducing Cold War arsenals, stopping proliferation and
encouraging stability and integration in Europe. The second is to support Russia’s
effort to transform its political, economic and social institutions. Both of these goals
are very much works in progress.

In the years since Russia helped bring the Soviet system to an end, our work with
that nation has helped secure some breakthroughs that are clearly in the national
interest. First, the Soviet Union dissolved in a largely peaceful fashion with its nu-
clear weapons in secure hands, an outcome that was not foreordained. Imagine the
chaos the world would face if the Soviet Union, and its nuclear arsenal, had come
apart in the same way Yugoslavia has. First the Bush Administration and then the
Clinton Administration worked assiduously to ensure that such a nightmare did not
come to pass.

Second, Russia helped dismantle the apparatus of the Soviet system and has re-
jected the forcible reformation of the Soviet Union or the creation of a new totali-
tarian super-state. It has no practical option to turn back the clock.

Third, the people of Russia, and their leaders, have embraced democracy and have
held a series of free and fair elections at the national and local levels, followed by
a stable transition of offices and power, and more broadly, are assembling the build-
ing blocks of a civil society based on public participation.

Fourth, Russia has made important strides in replacing central planning with the
infrastructure and institutions of a market economy.

Fifth, and equally important, Russia remains committed to working as construc-
tively as possible with the U.S. and other nations of the international community.

International support is an essential part of helping Russia take difficult internal
steps to restructure itself.

The President, the Vice President, Secretary Albright and the rest of us have al-
ways understood that in transforming itself, Russia has been tearing down dysfunc-
tional Soviet structures, but it has only begun to put in place the mechanisms of
a modern state.

This is an enormous and time-consuming task. Russia, after a millennium of au-
tocracy and more than 70 years of communism, had little or no historical memory
of civil society, of a market economy or the rule of law. The Soviet system itself was
in many ways institutionalized criminality. | first heard the phrase “kleptocracy”
used to describe the Soviet state. There are no “good old days” of real law and order
or legitimate private enterprise to which Russia can return.

In short, crime and corruption are part of the grim legacy of the Soviet Com-
munist experience. The rampancy of that problem has impeded Russia’'s own
progress and impeded our ability to help Russia move forward. Moreover, as Russia
dismantled communism and sought to create a new market economy, the weak-
nesses inherent in its new economic institutions created vulnerabilities to corrup-
tion. That is why, in his 1995 visit to Moscow, President Clinton called for “a mar-
ket based on law, not lawlessness.”

Yet, just as we cited these dangers, we were also engaged in finding solutions.
U.S. assistance, as well as that of multilateral bodies such as the International
Monetary Fund, have focused on building the broader structures that will allow the
democratic citizens of Russia—who have the most to lose from corruption—to bring
transparency and accountability to both government and business dealings.

We have consistently emphasized the need for transparency and accountability in
our dealings with Russia, and in the dealings of the international financial institu-
tions working with Russia. When problems have arisen, we have insisted on full and
complete investigations and will continue to do so. In instances where there have
been concerns about Russian practices, the Fund has tightened controls, preformed
audits and reduced lending levels.
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The IMF has conditioned further tranches on effective safeguards that lending
will not be misappropriated, a satisfactory accounting of relevant Central Bank ac-
tivities, and genuine broad-based implementation of reforms that go beyond simple
commitments. Both multilateral and bilateral support for Russia will be shaped by
this kind of realism. A Russian interagency law enforcement team headed by Fed-
eral Security Service Deputy Director Viktor Ivanov was in Washington last week
to meet with Justice, FBI, Treasury and State officials. By the way, while this visit
was primarily to deal with the Bank of New York case, the Russian team also met
with FBI Director Freeh and State Department counter-terrorism officials to discuss
the recent bombings in Russia.

I have referred several times to the sheer size of Russia. In that connection, |
would like to emphasize that three-quarters of FREEDOM Support Act assistance
is spent on programs that do not involve the Russian government, as part of our
effort to help build grassroots support for change. The U.S. government has worked
to build relationships with Russian law enforcement and judicial entities and help-
ing them increase their capabilities to operate in a professional and ethical manner.
We have also promoted the rule of law at the grassroots level by working with non-
governmental organizations, human rights advocates, and independent media
watchdogs, and by promoting ethical business practices.

For example, USAID’s Rule of Law Project, which was developed in response to
a presidential initiative that arose out of the 1993 Vancouver Summit, works with
core Russian legal institutions on judicial and prosecutorial training, legal education
reform and strengthening legal non-governmental organizations. The project has as-
sisted the legislative drafting and the training of hundreds of judges from the com-
mercial courts.

In addition, several U.S. law enforcement agencies have representatives based in
Moscow who are working directly with their Russian counterparts on issues of mu-
tual concern. There are three FBI attaches in Moscow working on ongoing criminal
investigations and prosecutions. The U.S. Customs Service, DEA, U.S. Secret Serv-
ice, DOJ and INS also have representatives in Moscow.

Law enforcement agreements with Russia allow us to share information on cases
and cooperate on investigation, prosecution and prevention of crime. The current
Mutual Legal Assistance Agreement between the United States and Russia allows
each side to request information, interviews and other background material to sup-
port investigations. In June 1999, the U.S. and Russia signed a Mutual Legal As-
sistance Treaty which, when ratified and brought into force, will replace the Agree-
ment. The Treaty will expand and strengthen the scope of cooperation, facilitating
investigation and prosecution of transnational criminals.

In addition, in the recognition of the transnational dangers posed by the increased
crime in the NIS and Central Europe, the U.S. government established the Anti-
Crime Training and Technical Assistance Program. An interagency effort adminis-
tered by the State Department, this effort is designed to help law enforcement offi-
cials develop new techniques and systems to cope with crime while simultaneously
strengthening the rule of law and respect for individual rights. A major goal of this
program is to develop partnerships between American and New Independent States
law enforcement agencies that will enable them to combat organized crime and pre-
vent organized crime in the New Independent States from spreading in the U.S.

In conclusion, Mr. Chairman, Secretary Albright has asked me to use this occa-
sion to reiterate the case that she has made to you and your colleagues for the re-
sources we need in order to defend and advance American interests. Congress is cur-
rently proposing a cut of between 25 and 30 percent from the President's FREE-
DOM Support Act budget request for programs in Russia and elsewhere in the New
Independent States. The Secretary believes such cuts would be dangerously short-
sighted, because the purposes of this assistance—from building an independent
media to promoting small businesses—are fundamentally in our interests. She
hopes that engagement with Russia should be something Republicans and Demo-
crats can agree on. Engagement is a bipartisan foreign goal because it serves the
long-term interests of the American people.

The CHAIRMAN. Senator Biden.

Senator BIDEN. Mr. Chairman, | would like to ask unanimous
consent that my entire opening statement be placed in the record.

My staff handed me a copy of your opening statement, in which
the last paragraph said, “It is patently dishonest to suggest that
the only policy choice between forsaking engagement and giving
Russia kleptocrats a carte blanche to pick the American taxpayers’
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wallet.” | agree with that, and | am delighted that you have made
clear the need to have engagement. The question is in how to en-
gage.

One of the things | hope we will not do, not you and I, but the
Congress and the country, is engage in an argument of “Who lost
Russia.” Russia is not ours to lose. Russia is the Russians’ to lose,
and Russia is the Russians’ to find, but | do think that it is impor-
tant that during this hearing we begin to get some perspective on
some of the assertions that have been made in the press, and ei-
ther may be true, are true, and if are true, may or may not have
the impact that they're asserted to have.

We hear that Russian corruption has put American taxpayers at
risk, and those allegations. One troubling charge has been that the
Russian Central Bank that received the money from IMF loan pro-
grams sent some of that money to an offshore bank, | think the ac-
ronym is pronounced—how do you pronounce it—FIMACO.”

Did Russians cheat when they moved some of their central bank
funds to this offshore bank? Yes, they did, in my view. Were IMF
funds stolen or diverted for criminal purposes? | don't know.

At the insistence of the IMF, PricewaterhouseCoopers, an inde-
pendent accounting firm, undertook a review of those IMF funds,
and the deal that I mentioned, and found no evidence that IMF
funds were ultimately misappropriated. At the end of the day,
those funds were returned to the Central Bank.

Still, this kind of behavior is outrageous and unacceptable, and
if Russians want to become part of the international community,
like other normal nations, they have to be made to understand
that.

As | understand, the IMF is doing just that now. They're begin-
ning to change the way in which they’ll deal with loans. Have there
been consequences because of this deal and other outcomes? The
IMF will not deposit funds now in the most recent loan to Russia.
This time, the IMF retains full control, using funds to pay off Rus-
sian ongoing obligations without any participation by the Russians
themselves.

It is something that does not ordinarily—you do not have to
baby-sit most countries when you give IMF funds, but obviously,
they have demonstrated they need a babysitter. That is on top of
new additional commitments and conditions imposed by the IMF to
clean up their public finances.

I personally think it is time for us to consider further steps to
restore some confidence in our ability to target and to track inter-
national financial assistance to Russia, and | hope the administra-
tion has something to say about that today as well. Perhaps, the
most recent sensational news is the discovery that billions of dol-
lars have been illegally filtered, quote, “laundered” through several
U.S. banks. While we must ultimately demand to know the source
of these funds, right now there is no evidence that they came from
international assistance programs.

Sadly enough, there is, on its face, sufficient private tax evasion,
corruption, and racketeering in Russia to account for those funds.

Finally, there is another possibility. The bilateral U.S. assistance
to Russia has been among the sources of the mass of capital flows
that have plagued the Russian economy, but the fact is that most
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of our aid is in the form of expertise, exchanges, and closely tar-
geted projects, with a low risk for diversion, because there is not
a high percentage of them being in hard dollars.

Despite the lack of hard evidence that any American taxpayers’
money has been drawn into the web of Russian corruption, the very
nature of the black market economy and protection rackets that ac-
count for so much of Russia’s economy these days means that nei-
ther blanket accusations nor blanket denials seem to hold any
water.

So let us grant the critics the worst of the claims, and for the
sake of argument, concede that all the worst-case assumptions are
true, but let us also look at the other side of the ledger. Look at
the plus side of the balance sheet, and you'll see what the average
American has received in exchange for these alleged wastefully di-
verted funds. | say alleged.

In 8 years since the United States opened its relationship with
Russia, this is what we have accomplished. Russia has reduced the
number of nuclear missiles from 9,500 to 6,000.

Over 1,500 Russian nuclear warheads have been deactivated.
Some 300 Russian missiles launchers have been destroyed. Russian
troops have withdrawn from Central Europe, the Baltic States, and
more importantly, Russia has made no serious effort to reconstitute
the Soviet Union under its denomination.

Russia was a participant in the Gulf war, and has joined us in
peacekeeping operations in Bosnia and in Kosovo. Russia now
holds free elections at all levels around the country. Russian soci-
ety is open to an unprecedented degree. Russia has opened its
doors to the outside world, so foreigners now visit formerly closed
cities, and Russians come here by the thousands.

The Russian press, once represented by a dreary Communist
Party-controlled Pravda, is now free and even raucous in its criti-
cism of the government, and the Russian welfare state that the
Communists were so proud of, has, albeit, painfully, begun to feel
the effects of a global economy.

So there is another point that needs to be stressed. U.S. assist-
ance to Russia has been targeted in bringing about structure re-
forms that would be both deep and long-lasting. Importantly, this
assistance has included components of fighting both crime and cor-
ruption.

The administration, in its semi-annual meetings with various
prime ministers, has worked to promote the rule of law in Russia,
with not as much success as we would like, but we are trying.

Topics of these meetings include a bilateral law enforcement co-
operation, law enforcement assistance, anti-corruption assistance at
a grassroots level, ethics training, and dozens more programs. So
I would suggest it is simply wrong for people, and I read it in the
press, to suggest that these problems have been ignored.

They have been identified as problems, they have been devoted
time, funds, and personnel to deal with, and they have to be dealt
with again, and we have to try new ways to try to deal with them.

You might say that we have not committed sufficient resources
to these programs, but it is not true that corruption has been ig-
nored. So what are the lessons to be drawn from our experience?
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It seems to be that, obviously, there are problems. They are prob-
lems that we know about and cannot pretend they do not exist.

That our assistance to Russia has caused problems? No reading
of Russian history, which is full of examples of serious corruption,
can support the claim that there has not always been corruption.
But there has been and continues to be tangible progress, and it
may be two steps forward and one back, but there is progress.

So | agree with the Chairman, it should not be a debate about
whether or not we engage or disengage, it is about the degrees to
which we can engage more rationally and more effectively.

I would conclude by saying, Mr. Chairman, that | can remember
when we sat here and | was with the staff members, now an am-
bassador, a guy named John Ritch, drafting the SEED Act, which
became the FREEDOM Support Act, and some iteration of the
FREEDOM Support Act, or of the SEED Act, and we all said then,
which we should remind everybody now, it has been 8 years, and
800 years of history we are trying to turn around.

The idea that Russia is going to get it right, get it straight, have
no corruption, have a market economy that works like ours, have
elections that are like ours, and have a system that is remotely like
ours, or other Western European countries, in the near term, and
have it all done neatly is beyond anyone’s capacity, except the Lord
Almighty himself, but the Russian people have to do a heck lot
more, and Russian institutions do so.

I am anxious to hear how we are going to strengthen our over-
sight, if you will, on our dealings with Russia, but | sincerely hope
that everybody heeds your admonition that this is not about wheth-
er or not we engage or do not engage, it is about how to engage.

I thank you for your time, Mr. Chairman, and | thank the Sec-
retary for allowing me to follow him with my opening statement.
It should have preceded it.

[The prepared statement of Senator Biden follows:]

PREPARED STATEMENT OF SENATOR JOSEPH R. BIDEN, JR.

There is a lot of clamoring right now—most of it driven by U.S. election hysteria—
about “Who lost Russia.” This is absurd. Russia is not lost—it is right there where
it has always been.

* In any case, it was not ours to lose. It still belongs to the Russians. They control
Russia’s destiny—no one else.

* No one—not the IMF, not the United States, not the G-7 countries—was ever
going to influence Russia’s policy except at the margins.

What has been “lost” however, is a rational perspective on the pace and ease of
the current transformation of Russia. No one said that change from a Communist
system to a free market, democratic society would be easy.

Change will take generations; we have always known that.

This country, first under George Bush, now under Bill Clinton, has done the right
thing in trying to ease Russia’s transition from Communist bully to responsible
member of the world community.

And the successes are remarkable. We must remember that the Soviet Union
came apart less than eight short years ago. In that brief time, Russia has reduced
its nuclear arsenal and slashed its military spending. It has held democratic elec-
tions and resisted a return to Communism.

It has opened its doors to the outside world so that foreigners now visit formerly
closed cities, and Russians by the thousands come here. The Russian press—once
represented by the dreary, Communist party-controlled Pravda, is now free and
even raucous in its criticism of the government. And the welfare state that the Com-
munists were so proud of, has—albeit painfully—begun to feel the effects of the
global economy.
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Obviously, there have been, and will continue to be, frustrations and missteps.
Corruption is one of the most visible ones.

The current hysteria on this topic misses the main point—that corruption, while
unpleasant for those of us in other countries to contemplate—harms the ordinary,
decent Russian more than it does us.

« Russia has the biggest stake in getting its house in order.

I must admit to some puzzlement about this focus on corruption in Russia right
now. Corruption is always deplorable, anywhere that it occurs. But it is an ugly fact
of life in many countries that we do business with every day.

U.S. assistance to Russia has been carefully targeted at bringing about structural
reforms that would be both deep and long-term. This assistance has included compo-
nents on fighting both crime and corruption:

¢ Vice President Gore, in his semi-annual meetings with the various Russian
prime ministers, has worked vigorously to promote rule of law in Russia.

« Topics of these meetings included: bilateral law enforcement cooperation, law
enforcement assistance, rule of law assistance, anti-corruption assistance at the
grassroots level, ethics training, and dozens more programs.

It is patently ridiculous, therefore, to say that this Administration has ignored
these problems. On the contrary, this Administration has not only identified the
problems, but has devoted time, funds, and personnel toward addressing them.

So, what are the lessons to be drawn from our experiences in Russia?

e That there are problems? Of course there are problems. We knew there would
be.

« But there is tangible progress. It may be two steps forward and one step back-
ward. But there is progress.

Should we disengage because of these problems?

¢ Certainly not. The world needs a stable, prosperous, democratic Russia. There
is simply no alternative to that.

* We, the other G—7 members, and other industrialized nations must continue
with our assistance programs, IMF loans and other measures to cushion Rus-
sia’s transition to democracy and free-market capitalism.

Does this mean that we should not be careful of how we spend our assistance
money there?

No, of course not. If more controls are needed on U.S. assistance and IMF money,
then let's put those controls into place.

But under no circumstances can the West abandon Russia. Russia truly will be
“lost” if we do that.

The CHAIRMAN. Very good.

Now, before we proceed, | want to call attention to the second
panel, and | want them to be accorded adequate time to testify and
to be questioned, but I am going to set the time for the first round,
and maybe the only round of questioning, at 5 minutes.

The second panel is Fritz Ermarth, the former CIA and NSC offi-
cial, Jim Moody, the former Deputy Assistant Director of the
Criminal Investigative Division of the FBI, and founder of Jim
Moody and Associates, Mr. E. Wayne Merry, former State Depart-
ment official and director of programs on the European Societies in
Transition of the Atlantic Council of the United States, and Dr.
Robert Legvold, professor of political science at Columbia Univer-
sity, New York.

Now, bear in mind that, Mr. Talbott, at the last minute after the
red light has come on, if you are asked a question, I want you to
have time to answer it, but | do not want to run very far over 5
minutes per Senator.

Now, my first question is: Was information known to the United
States that former Prime Minister Viktor Chernomyrdin was in-
volved in corruption or failed to use his power to stop corruption
by Russian officials?
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Now, without divulging any classified material, 1 wonder if you
can confirm whether the CIA did produce a memorandum on cor-
ruption by the Prime Minister of Russia, and did Vice President
Gore, in fact, read and dismiss that CIA report?

Secretary TALBOTT. Mr. Chairman, let me start——

The CHAIRMAN. That is a mouthful, I know.

Secretary TALBOTT. Sir?

The CHAIRMAN. | said that is a mouthful of a question, but you
may proceed.

Secretary TALBOTT. Let me start by respectfully declining to com-
ment on anything whatsoever to do with intelligence matters or the
product of the intelligence community. | hope you will permit me
that.

In appropriate closed sessions we can, of course, go much further
than we can in open session, and nothing whatsoever should be in-
ferred about the specifics of the question that you raised from my
inability to say anything about intelligence matters.

Let me say that the issue of corruption has been very much on
the agenda of U.S.-Russian relationships at all levels, including at
the level of President Clinton and President Yeltsin, and certainly
including at the level of Vice President Gore and former Prime
Minister Chernomyrdin for quite a number of years.

In fact, one of the many offshoots of the Gore-Chernomyrdin
Commission, to which you referred in your opening comments, was
a sub-group to deal with the problem of organized crime and cor-
ruption.

We have been pursuing that issue directly with the Russians for
quite a number of years. If and when either our intelligence com-
munity or our law enforcement community comes into possession
of information with regard to specific individuals or specific cases,
we make sure that the process is in place for those investigations
to go forward, and we deal with the facts as they emerge, but the
short answer is that with all Russian leaders we have been push-
ing the issue of corruption, and incidentally, a number of Russians
have been quite eloquent themselves, including the Foreign Min-
ister this week, on the harm that corruption has done to Russia.

The CHAIRMAN. Sir, you agree with your colleague, Ambassador-
at-Large Stephen Sestanovich, who testified on May 20, 1998 be-
fore this committee regarding the IMF bail-out funds flowing into
Russia, and we have that on the poster there somewhere.

He said, “What people did with those dollars, 1 do not know. I
would not be a bit surprised if some of them went into Swiss
banks, but it is what tends to happen when you have a run on the
currency. People get their money out of Russian banks.”

Now then, the IMF, as | understand it, puts its funds into the
Russian central bank, is that correct?

Secretary TALBOTT. Yes. That has been true in the past.

The CHAIRMAN. If a Russian Government official subsequently
steals money from the bank, is that a theft of IMF funds, in your
judgment?

Secretary TALBOTT. There are two issues here, of course. One is
Russian law and the other is American law, and for that matter,
laws governing the other contributing countries of the IMF. If there
is a credible allegation that laws are broken, then the issue be-



14

comes a law enforcement matter, and we pursue it vigorously as
such.

With your permission, could I comment on two points that you
just touched on——

The CHAIRMAN. OK.

Secretary TALBOTT [continuing]. And what you said? First of all,
the IMF, with the, of course, vigorous participation of the Depart-
ment of Treasury, has taken very seriously over the past year, well
before these recent allegations hit the press, any suggestions, what-
soever, that there was misappropriation of IMF funds. For nearly
a year after the August, 1998, financial crisis in Russia, IMF lend-
ing was suspended to Russia.

In July, there was a new program, but the money for that pro-
gram, which goes to partial financing of past IMF loans, does not
go to Russia at all, it does not go to banks in Russia. It remains
here, and simply moves within the IMF to cover that refinancing.

Could I comment on the quoted statement of my friend and col-
league——

The CHAIRMAN. Sure.

Secretary TALBOTT [continuing]. Steve Sestanovich here? | think
itis—

The CHAIRMAN. Go ahead.

Senator BIDEN. Mr. Chairman, with your permission, | yield you
my 5 minutes, and you continue, because | will get plenty of
chances to ask him questions later.

Secretary TALBOTT. Mr. Chairman, | thank you for providing the
only setting in Washington where | can crash a red light. | appre-
ciate that very much, and I will try to be brief.

We have to distinguish between different forms of the problem
here. What | think Steve was talking about was the issue of capital
flight, that is, money getting out of Russia. That might be money
that Russians have earned, and they may have earned it legiti-
mately. It may also be money that foreign investors had put into
Russia.

One of the problems that Russia has coped with over the last—
well, actually, inadequately coped with, is failing to develop a
banking system, a set of tax laws, and an investment climate that
will allow capital to remain in Russia. Not all of the capital that
has left Russia, whether for Swiss bank accounts, or New York
bank accounts, or real estate in the Riviera is necessarily
laundered money, or ill-gotten gains.

Part of our goal in our continuing engagement with Russia on
these issues will be to get them to, for their own sake, improve the
climate for investment in Russia, so that the money will stay there.
So we should not assume that all of the money that we are talking
about over here is necessarily symptomatic of corruption.

The CHAIRMAN. Do you agree or disagree that IMF money has
been subject to massive capital flight? Yes or no?

Secretary TaLoTT. Well, first of all, money is fungible. There is
no question that Russia has suffered generally from the problem of
capital flight, being able to keep money of any kind in the country.

An awful lot of it goes into mattresses, literally, in Russia, be-
cause Russians do not trust banks, and a lot of it has fled the coun-
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try. As for the IMF money, the indications so far are that there is
no evidence that IMF money, per se, has been misappropriated.

The CHAIRMAN. There has been no flight of IMF funds, is that
your answer?

Secretary TALBoTT. Well, again, when money leaves, it hurts
Russia.

The CHAIRMAN. It is all right for you to say you do not know, but
do not give me a convoluted answer to it.

Secretary TALBOTT. Well, it is an attempt at just recognizing an
economic reality, which is the fungibility of the money.

The CHaAIRMAN. What do you know about the assertion by the
fired Russian Prosecutor General Yuriy Skuratov, reported in the
press that $3.9 billion of the $4.8 billion IMF bail-out for Russia
in 1998 never entered Russia? Do you deny that?

Secretary TALBOTT. | certainly cannot vouch for that. Both the
IMF external auditors, PricewaterhouseCoopers, in particular, the
U.S. Government, are all seeking to establish the facts, and we will
rely on the facts as our own agencies establish.

The CHAIRMAN. You do not know. You say you do not know.

Secretary TALBOTT. | say that I certainly cannot vouch for his as-
sertions.

The CHAIRMAN. Do you not believe that it was sent by the Rus-
sian Central Bank directly to commercial banks, bypassing the cur-
rency market, is that not a matter of fact?

Secretary TALBoTT. | would really prefer to confine myself to
what our own authorities have been able to establish.

The CHAIRMAN. Well, is that the official answer of the adminis-
tration? Is that all you know about it?

Secretary TALBoTT. Well, let me—I think probably the best way
to both do justice to your question and make use of our time is the
following. You have put before me a specific allegation, and 1 will
provide you promptly for the record our analysis of and reaction to
his allegation.

The CHAIRMAN. Very well. Senator.

[The following response was received subsequent to the hearing:]

RESPONSE OF DEPUTY SECRETARY STROBE TALBOTT TO THE QUESTION OF SENATOR
HELMS

Question. What do you know about the assertions of the fired Russian prosecutor
general, Yuri Skuratov, reported in the press, that $3.9 billion of the $4.8 billion
IMF bailout for Russia in 1998 never entered Russia? Do you deny that?

Answer. IMF funds were handled in a manner reflecting standard operating pro-
cedures for U.S. dollar clearing operations—whether from Russia or any other coun-
try. When the Central Bank of Russia sells dollars in the Russian foreign exchange
market, the actual transfer of dollars from seller to buyer takes place in U.S. dollar
clearing accounts—all of which are located in the United States.

The report by PricewaterhouseCoopers regarding the July 1998 IMF disbursement
to Russia summarized the process which took place as follows:

The Government of Russia informed the IMF on July 23 that it would like the
IMF payment to be made in dollars and deposited in the Russian Central Bank’s
account at the New York Federal Reserve Bank. Some of the money was then in-
vested in U.S. T-bills, while the remainder was transferred to the Central Bank’s
U.S. dollar clearing account at the Republic Bank of New York.

Over the course of July and August, the Central Bank made trades in the Russian
foreign exchange market. Most of these trades were directly with 30 or so large Rus-
sian banks, with the remainder conducted through domestic currency exchanges
such as the Moscow Interbank Currency Exchange (MICEX). At the end of each
trading day buying and selling transactions were netted out, and dollars were trans-
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ferred between the Central Bank’s dollar clearing account at Republic Bank of New
York to the dollar clearing accounts of the Russian Banks that bought the dollars.
True, the dollars never left the United States. This is normal financial practice.

Senator HAGEL. Mr. Chairman, thank you. Mr. Secretary, wel-
come. A little off the mark here, but | noted in your testimony the
progress that we have made regarding nuclear weapons with the
Russians. It may be ironic, but one of the most significant tangible
measurements of the relationship we have with the Russians over
the last 10 years after the implosion of the Soviet Union has actu-
ally been the military relationship.

You note in here, Mr. Secretary, that now we are dealing with
about 5,000 Russian nuclear weapons, and you say they are only
in Russia now, and you further say none are targeted at us. Who
are they targeted at?

Secretary TALBOTT. Let me give you my best attempt at an an-
swer on that, with the proviso that | would like to check with our
technical experts to followup. | believe, in effect, they are simply
not targeted. Whether that would be true of all of them, | do not
know. Russia has other countries that it thinks about in terms of
deterrence.

Re-targeting a weapon takes a relatively short period of time. |
believe that they are currently simply not targeted, and await re-
targeting in a crisis of some kind, but I have some friends at the
Pentagon | would like to check with on that.

[The following response was received subsequent to the hearing:]

RESPONSE OF DEPUTY SECRETARY STROBE TALBOTT TO THE QUESTION OF SENATOR
HAGEL

Question. The Administration has stated that no Russian nuclear weapons are
targeted at the U.S. What are these weapons targeted at? How long would it take
to re-target them against us?

Answer. The detargeting initiative was a confidence-building measure that sym-
bolizes the improved relationship between the U.S. and Russia. In this regard, it
is one of a series of such measures adopted in the aftermath of the Cold War, in-
cluding discontinuing strategic bomber ground alert and continuous airborne com-
mand post operations, and withdrawing and eliminating certain tactical nuclear
weapons.

For Russian ICBMs, detargeting means that the launch control system has been
set with a zero or null set. Targeting data, however, could be reloaded in a missile’'s
on-board computer if so ordered. Russian press reports have stated that Russian
systems remain on alert and that in a matter of 15 minutes, at most, Russian
ICBMs can be retargeted to their main targets.

If a missile without targeting data loaded into its guidance system were to some-
how be launched, it would almost immediately go into an uncontrolled flight and
crash back to earth.

Senator HAGEL. If that is the case, is that not a little misleading
to say that they are not targeted at us, when in a matter of sec-
onds, they are retargeted, as you suggested.

Secretary TALBOTT. | understand your point, but by the way, |
am not sure if it is a matter of seconds, but it is not a matter——

Senator HAGEL. It is pretty fast, is it not?

Secretary TALBOTT [continuing]. Of days.

Senator HAGEL. | think we give maybe the wrong impression, |
have heard the President say this, too, like this is kind of a benign
threat. They may have 5,000 nuclear warheads, they are not tar-
geted at us, so, therefore, life is good. | think that does not accu-
rately reflect the situation.
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Secretary TaLsBoTT. Well, let me, with respect, suggest another
way of looking at it, while taking your point that the pure military
significance of de-targeting may be at the margins.

First, if you couple it with the other statistics that you referred
to and that Senator Biden referred to in his opening statement,
namely the overall reduction in levels of Russian strategic weap-
onry, it requires more significance. But the main point here is po-
litical, and that is that the United States and Russia do not now
regard each other as enemies in the way that they did during the
cold war.

So | think if you look at it in that context, it has significance,
but I would not—I take your point, we should not overstate the
military significance of de-targeting.

Senator HAGEL. Thank you. Now, on to the subject at hand. In
light of the present revelations concerning corruption and other
problems, this is an imperfect world, but obviously, reality domi-
nates here. This being the last year of the Clinton administration,
you look at the FREEDOM Support Act, and other programs that
the United States has with the Russian Government, Russian peo-
ple, in light of these revelations. What changes is the administra-
tion intending to make, anticipating to make, or will make, or are
making, to try and focus this assistance, paid for by the American
taxpayer, in areas where we have some more reasonable assurance
that this money is doing what we intended it to do?

Secretary TALBoTT. Well, let me, if | could, divide the question
into two parts. First, as | hope | have already indicated, and want
to reiterate, we learn from experience as we go along.

We have certainly learned from the experience of the past year,
since August 1998, and every time we either see ourselves an op-
portunity to tighten up the controls, the stringencies, the protec-
tions, particularly when it comes to international financial institu-
tions, and what they do, we do that. We institute those changes.

Secretary Summers, in testifying on the House side earlier this
week, detailed some of those measures that the Treasury and the
IMF are undertaking.

With regard to our bilateral assistance, as | think Senator Biden
alluded to, our bilateral assistance, by and large, does not put
money into Russian pockets or into the Russian treasury or banks.
Most of our bilateral assistance is much more in the area of tech-
nical assistance, know-how, and that kind of thing, but the pro-
gram you referred to, the FREEDOM Support Act, gives us numer-
ous ways to help the Russians deal with the problems of crime and
corruption through our grassroots organizations, better banking
laws.

Since my time is out, | will just sort of point over my shoulder
to our colleagues from the Russian Parliament as the bearers to
the ultimate answer to your question.

The real answer to Russian crime and corruption is for the Rus-
sian people to elect legislatures who will pass laws and establish
enforcement mechanisms that will get a grip on the problem.

Senator HAGEL. Mr. Chairman, thank you.

Mr. Secretary, thank you.

The CHAIRMAN. Senator Kerry.

Senator KERRY. Thank you, Mr. Chairman.
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Mr. Secretary, welcome. We are glad to have you here today.

Secretary TALBOTT. Thank you, Senator.

Senator Kerry. Mr. Chairman, on the subject of money laun-
dering and international crime, thanks to this committee and to
your indulgence Mr. Chairman, and at other times with Senator
Lugar and Senator Pell, | have had a chance to really be involved
in this issue for a long time, and | know it is always very dan-
gerous to use one’s self as a reference, but notwithstanding, I wrote
a book 2 years ago called “The New War,” in which | dedicated a
chapter to the subject of Russia, and | called it “The Hijacking of
the Russian Bear.”

I just want to read one thing to you, to share with you sort of
a sense of what already was happening 2 years ago, and then |
want to ask the Secretary, because | do not think there is a better
expert on Russia in our country than the Secretary to perhaps com-
ment on it.

I wrote 2 years ago that “What is happening in Russia today is
more than simple frontier-style robbery,” referring to what George
Soros had talked about as a period of robber-baron, capitalist tran-
sition.

“It is the hijacking of the nation’s entire economy by increasingly
organized criminal groups through systematic racketeering, mur-
der, fraud, auto theft, assault, drug distribution, trafficking, and
weapons, and radioactive material, prostitution, smuggling, extor-
tion, embezzlement, and the infiltration and purchase of Russian
banks.

“Russia’s criminal class has evolved from the black marketeers,
minor thugs, and fixers that existed at the fringe of the old Soviet
state, into the sophisticated power brokers and money men who are
pushing the one vast and powerful empire into wholesale crimi-
nality and corruption. Russians describe the current period as a
‘smuta,’ or time of troubles, a chaotic interregnum like that of the
early 17th and 20th centuries, when anarchy ended only with the
establishment of yet another autocracy. Russia is going through a
revolution, a depression, and a gold rush simultaneously. Every-
thing is up for grabs, and might makes right.”

I might add to that, Mr. Chairman, that at the time, | quoted
Mr. Yeltsin, who acknowledged publicly that the Mafia is the single
greatest threat to the survival of Russian democracy, at a state-
ment that was underscored by the 1994 Mafia contract Killing of
Dmitri Kolodoff, the investigative reporter, who was looking at
what was happening in Moscow at the time.

But then | also said, and | want the Secretary to comment on
this, 1 said, “A brief glance into Russia's past shows the current
criminal chaos was a long-time in the making.”

The fact is that when all of the barriers fell down with the fall
of the Berlin Wall and the transition, there was this enormous
rush into capitalism, a free market system, with no controls, no ca-
pacity, and no understanding, no regulation at all, and it was only
in 1994 that we got an FBI office finally into Moscow.

I would ask the Secretary, given his superior knowledge of the
transitional processes of life under the first 70 years of com-
munism, but even prior to that, under the czar, whether or not we
are not going through a process of evolution. Do you believe that
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the debate about losing Russia is entirely inappropriate, the debate
about how we get at the elicit transfer of our tax money, or how
we further regulate and cooperate, and put in place their capacity
to survive as a democracy, is the real debate, and is that where we
ought to be focusing our attention?

I wonder, Mr. Secretary, would you comment on the historical
background, realities, life in Russia, how we ought to be looking at
it from our national interests.

Secretary TALBOTT. Senator, | had, before coming up here, hoped
very much that nobody would use the phrase, “we lost Russia,” and
I certainly vowed not to use it myself, and I am now—you and Sen-
ator Biden have both used the phrase, and | read the book. | read
the book.

Senator KERRY. In a very different context.

Secretary TALBOTT. The following is the best line I have heard,
which | hope | can just get onto the record quickly, and then re-
spond to one or two other things that Senator Kerry said.

Jim Collins, our very fine Ambassador in Moscow, likes to say,
“Who lost Russia? The Communists lost Russia.”

Now, what he means by that is the Communist Party of the So-
viet Union. They lost the Soviet Union, and the process that the
Russian people have put in place, including the one represented by
the parliamentarians here, is really a matter about the Russian
people getting their country back.

Now, the essence of what the Senator said is that it is a very
messy process, even dangerous, and sometimes bloody, but the only
quarrel I have with your overall depiction in the passage that you
read is that it is very bleak.

It does not take account that amidst all of those clouds there is
some sunlight, including the sunlight that is the best disinfectant
for the problem of corruption. You referred to investigative report-
ers. The Russian press is very lively, and vigorous, and aggressive
now.

The Russian Parliament, anybody can get up and say anything,
including shaking his fist at the President of the country. The elec-
tion process is ongoing. That is where the hope is.

The CHAIRMAN. Thank you, sir.

Senator Smith.

Senator SmMITH. Thank you, Mr. Chairman.

Mr. Secretary, we welcome you to this committee.

I think it was Senator Biden, who said Russia is not ours to lose,
and | agree with that. But U.S. tax dollars are ours to lose, and
| suspect that we are losing them. And what I most want to know
is when we are going to stop losing them. And | do not know that
you have a date certain where you can tell us that.

But I—I am an author, along with Senator Sarbanes, of a letter
to President Clinton asking him to be tough with the Congress in
negotiations on the budget to try to increase the 150 account.

It is not a politically popular position to take in this body to be
for foreign aid spending, but I know that the State Department,
frankly, very much cares about our succeeding in increasing that
budget beyond what the appropriators have allocated.

But | have to say if a further distribution goes out, | believe it
is the end of September from the IMF to Russia—and the public
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generally does not get the distinctions of these various columns of
accounts.

And | believe that the State Department is playing with its own
future when we see stories where money never gets to Russia, but
just simply is funneled off in some corrupting scheme.

So | do not know whether—what Senator Sarbanes and | have
done is wise or not, but I do want to say on the record that | think
that the—the State Department’s ability to get more out of this
Congress depends on what happens in Russia.

I wonder if you have a comment on that.

Secretary TALBOTT. | do indeed. And my first comment is on be-
half of Secretary Albright, very personally, I would like to thank
you and Senator Sarbanes for your support for increasing the for-
eign affairs account of the budget.

And | think it is a very sound position indeed and one that can
be argued from the standpoint of the national interest, which she
has done on numerous occasions.

I also totally agree, Senator, with the proposition that we who
bear responsibility, both for the formulation and the implementa-
tion of policy owe it to you and, through you, to the American peo-
ple to provide accountability for the funds.

As we have discussed earlier in this hearing, with regard to the
funds that have been used for macroeconomic stabilization, support
of Russia in the past, there is no new money going to Russia under
the current IMF program.

It is—the phrase that the Treasury uses is that it is involved in
a lockup, which means that it is here in Washington to help with
this refinancing.

Larry Summers, earlier this week, detailed additional protections
that will be put in place to govern any future programs, with re-
gard to what is actually under the—part of the function 150 ac-
count, and that is the FREEDOM Support Act.

I think that we can come up here and meet with you and your
colleagues at any time and argue two points very convincingly: No.
1, that we have maintained the highest degree of accountability
and protection for the money itself. And second, a lot of those pro-
grams are helping the Russians to deal with this problem.

Senator SmMITH. Well, | just—I would say in an open mike to ev-
erybody at the State Department, | wish you could come with me
to any town hall that I hold in Oregon, and you would find invari-
ably that somebody mentions foreign aid as a waste of money.

I try to describe it as waging peace, not waging war, but | do say
it is in the interest of the State Department, the 150 account to—
to shepherd this money in a way that does not end up in the head-
lines we see in newspapers right now.

Let me—Ilooking backward with the remaining time—perhaps
one more question. | have a question about a Pavel Lazarenko, and
wonder if before he was detained at—at the Kennedy Airport, he
had met with President Clinton prior to that. He was detained for
corruption. What did the administration know of his corruption?

I have a question about Anthony—Anatoliy Chubais. Did the—
was he—is he corrupt? What has happened with him? What does
the administration know of his dealings?
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And finally what does the administration know about payoffs
benefiting Boris Yeltsin and his family? 1 am specifically referring
to credit card accounts provided to Yeltsin and his two daughters
by a Swiss construction company, and | also wonder about a
Yeltsin son-in-law, Leonid D’Yachenks and a—and an apparent
money laundering scheme involving the Bank of New York, which
has been documented recently in the Washington Post.

What does the administration know of these things and have we
been complicit in any way in these things? | think the public really
needs to know.

The CHAIRMAN. Right. The Chair is going to let the witness an-
swer the question, but | warn at the outset not to start a question
at—when the yellow light is on.

But go ahead and answer the question, because it is a good ques-
tion.

Secretary TALBOTT. Thank you, Mr. Chairman. | hope you and
Senator Smith will understand that I am really constrained from
commenting on specific allegations, particularly about individuals,
especially when their—the integrity and confidentiality of our own
investigative processes are involved.

And for the second time in this hearing, | would ask that nobody
infer from that any comment whatsoever on the individuals that
you have mentioned.

Now, if—if I am—if | understood you correctly, the first gen-
tleman you mentioned, Mr. Lazarenko, is a former prime min-
ister——

Senator SmITH. Correct.

Secretary TALBOTT [continuing]. Of Ukraine.

Senator SmiITH. Correct.

Secretary TALBOTT. Mr. Chubais has held various positions in
the Russian Government.

Senator SmiITH. Correct.

Secretary TALBOTT. A number of us, including the President in
some cases, have had dealings with these gentlemen. | certainly
met with Chubais numerous times in recent years in their official
capacities.

And | can put it this way succinctly, we have been doing the Na-
tion’s business with them, which is to say developing U.S./Russian
relations in a way that would serve the American—the American
people. That goes for all of the ones that you mentioned.

That said, our investigative agencies and other agencies that are
in the business of establishing facts, particularly where criminal
law is concerned, do their work; and when their work produces
something that either merits public attention or bears on the for-
eign policy of the United States, they tell us at the State Depart-
ment. We react accordingly.

The CHAIRMAN. Good. Thank you.

Senator Wellstone.

Senator WELLSTONE. Thank you, Mr. Chairman.

First of all, Mr. Secretary, | am glad you are here. Welcome.

Second of all, on a personal note, | have said it to you before, you
know, my father grew up in czarist Russia. His—he fled the Com-
munists, never could go back. I think probably Stalin murdered his
family.
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And | think for personal reasons and, more importantly, for rea-
sons having to do with our country, | think what happens in Russia
will crucially affect the quality of our lives and our children and
our grandchildren’s lives, so | am in complete agreement with your
focus on engagement and 1 think it is very short-sighted to be cut-
ting the FREEDOM Support Act budget. | think it would be a big
mistake.

I have two pointed—rather, two pointed questions for you. One
of them, the New York Times—I do not think we have gone over
this—just reading from the New York Times, September 8, first
paragraph, “The Clinton Administration learned of the Federal in-
vestigation into allegations of Russian money laundering at the
Bank of New York 5 months earlier than it previously acknowl-
edged, senior Administration officials said today.”

Then they go on and say, “Then Treasury Secretary Robert
Rubin”"—this is not in the spirit of bashing. | just want to try to
get an answer to the question—"and Deputy Treasury Secretary
Larry Summers both knew about the investigation before our Gov-
ernment approved a $640 million installment of loans to Russia in
July.”

And my question is: Are—are you concerned that—that the ad-
ministration may have concealed what it knew about the investiga-
tion? Could this have been——

Secretary TALBOTT. May |—I'm sorry. Just——

Senator WELLSTONE. Are you concerned that the administration
may have concealed what it knew about the investigation? Could
this have been done to avoid having to answer questions about ap-
proving the loan without considering money laundering as an
issue? And should not money laundering at least have been a con-
sideration in deciding whether or not to approve the loan?

Secretary TALBOTT. | understand your question.

I believe, on the basis of some knowledge of the facts here, that
the administration—and that means both the State Department
and the Treasury Department—handled this very delicate matter
absolutely appropriately.

Senator WELLSTONE. Yes.

Secretary TALBOTT. As so often is the case in government, one
has to strike a balance between various considerations, and objec-
tives and principles.

There is a very important principle operating in our Government,
which is the sanctity of the grand jury process. And whenever in-
formation is at play, as it were, in an ongoing judicial process of
that kind, all officials who know about it are very constrained in
what they can do about it.

Now, the facts here were the following: It is true that—that what
I would call the upper middle levels of the State Department,
somebody did find out about the fact that there was a judicial in-
quiry or a criminal inquiry elsewhere in the United States having
to do with the Bank of New York.

That individual and the State Department did exactly what the
book requires. They made sure that the Justice Department was
aware of this.

And the procedure here is that the Justice Department will then
brief the State Department at an appropriate level when the facts
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and the case are developed to the point where they are felt to have
some kind of foreign policy relevance. And that happened in Au-
gust, and | was part of that briefing.

So the—we originally—we, the Department, originally found out
about the Bank of New York case in the spring. It was briefed to
me, Ambassador Sestanovich and some others, a few weeks ago in
August.

Now, how would this have affected our posture with regard to
money laundering? First of all, we were already pushing, as we felt
effective and appropriate, our Russian partners and colleagues to
put in place a money laundering law.

In fact, that is one of the themes that Vice President Gore had
been developing in his work with Prime Minister Chernomyrdin.
And, in fact, the Duma did pass a money laundering law, and the
Yeltsin administration vetoed it. We were critical of that decision.

Senator WELLSTONE. Mr. Secretary, what | was really asking
was how it—how it affected our posture vis-a-vis the granting of
the loan, knowing about this. Should it not have been more of a
consideration?

Secretary TALBOTT. The loan you referred to—the loan that
would have been in the timeframe here would have been the loan
in July, the IMF loan in July, which is covered by this—this lock-
out provision that | referred to earlier—lockup, excuse me. Lockout
is something else. That is, protecting the money so that it remains
in a closed circuit within the IMF.

So I—you would have to ask Treasury. Secretary Summers did
address this case in some detail earlier in the week, but my im-
pression is that it would not have had any effect on that.

Senator WELLSTONE. OK. Thank you.

Secretary TALBOTT. But what it does underscore is the need for
us to keep pressing, and | hope the issue will come up when you
meet later with the Russian Parliamentarians, the importance of
Russia having a money laundering law.

Senator WELLSTONE. Yes, absolutely.

The CHAIRMAN. Mr. Secretary, it was nice of you to come up, and
you are an old hand at this. I think you kind of enjoy sparring with
Senators.

Bear in mind that a lot of Senators are absent today who would
be here if they were not tied up on appropriations conference re-
ports and that sort of thing.

But we thank you for being here, but | hope it is not too much
to ask that | allow Senators who are not here, and Senators who
are here, to file additional written questions with you, and you
would expedite your answers to us. Would you do that?

Secretary TALBOTT. | will.

A question—could | say, Mr. Chairman, in addition to thanking